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IN THE MATTER OF THE GENERIC If )
INVESTIGATION OFI-ITE DEVELQPMENT OF A )
RENEWABLE PORTFOLIO STANDARD AS A )
POTENTIAL PART OF THE RETAIL ELECTRIC )
COMPETITION RULES. )

NOTICE OF FILING
TEST1MONY OF CLIFFORD A.
CATHERS

Ar izona Electr ic Power Cooperative, Inc. ( "AEPCO")  hereby gives notice that on this
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1 2 date  i t  f i led  wi th  Docket  Contro l  the  or ig ina l  and ten  cop ies  o f  the  d i rec t  tes t imony  o f  C l i f fo rd  A

13 Cithers 'm this matter. Because of the voluminous mailing list involved, AEPCO is not providing copies

I N

1 4 of Mr . Cithers 's direct testimony to al l  par t ies on the mail ing l is t. But, AEPCO wil l  provide copies of

1 5 Mr. Cithers's direct testimony to any parties who request a copy &om undersigned counsel.
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RESPECTFULLY SUBMITTED this day ofluly, 1998.16
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GALLAGHER& KENNEDY, P.A.

B y
Michael  M. Gram
Todd C. Wiley
2600 North Central Avenue
Phoenix, Ar izona 85004-3020
Attorneys for Ar izona Electr ic Power
Cooperative, Inc.

Original and ten (10) copies
of the Notice and Testimony Hled
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2 Copy of the foregoing Notice
mailed this 31 day of July,
1999, to :

Ms. Barbara Klemstine
Arizona Public Sewioe Co.
Law Department, Station 9909
P.O. Box 53999
Phoenix, Arizona 85072-3999

Greg Patterson, Esq.
RUCO
2828 North Central Avenue
Suite 1200
Phoenix, Arizona 85004

Michael Curtis, Esq .
William Sivan, Esq.
Larry Udall, Esq.
Martinez & Curtis, P.C.
2712 North 7th Street
Phoenix, Arizona 85006-1003

Mr. W81t€I' W. Meek
Arizona Utility Investors Association
2100 North Central Avenue
Suite 210
Phoenix, Arizona 85004

Mr. Charles R. Huggins
Arizona State AFL-CIO
110 North 5th Avenue
P.O. BOX 13488
Phoenix, Arizona 85002

David C. Kennedy, Esq.
Law 04850es of David C. Kennedy
109 West Clarendon Avenue
Suite 200
Phoenix, Arizona 85012-3525

Mr. Norman J. Furuta
Department of the Navy
900 Commodore Drive, Building 107
P.O. Box 272 (Atm. Code 90C)
San Bruno, California 94066-0720
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Mr. Rick Gilliam

12 Land and Water Fund of the Rockies
13 2260 Baseline Road, Suite 200

Boulder, Colorado 80302

l a

15

16

1 '7

l b

19

20

21

22

23

Thomas C. Home, Esq.
Michael S. Dulberg, Esq.
Home Kaplan & Bistrow, P.C.
40 North Central Avenue
Suite 2800
Phoenix, Arizona 85004

Ms. Barbara s. Bush
Coalition for Responsible Energy Education
315 West Riviera Drive
Tempe, Arizona 85252

Mr. Sam DeFraw (Attn Code 16R)
Rate Intervention Division
Naval Facilities Engineering Command

24 200 Stove Street, Room 1OS12
Alexandria, Virginia 22332-2300

Mr. Rick Lavis
Arizona Cotton Growers Association
4139 East Broadway Road
Phoenix, Arizona 85040
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Mr. Steve Brittle
Don't Waste Arizona, Inc.
6205 South 12th Street
Phoenix, Arizona 85040

Ms. Karen Glermon
19037 North 44th Avenue
Glendale, Arizona 85308
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Mo Improvement Company
P.O. Box 9
Ajo, Arizona 85321

Columbus Electric Cooperative, Inc.
P.O. Box 631
Deming, New Mexico 88031

Continental Divide Electric Cooperative
P.O. Box 1087
Grants, New Mexico 87020

Dixie Escalante Rural Electric Association
CR Box 95
Beryl, Utah 84714
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Garkane Power Association, Inc.
p a . Box 790
Rich'deld, Utah84701

Mohave Electric Cooperative, Inc.
P.O. Box 1045
Bullhead City, Arizona 86430
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lO
Morena Water and Electric Company
P.O. Box 68
Morena, Arizona 85540

1 1

Arizona Department of Commerce
Energy Office
3800 North Central Avenue
12th Floor
Phoenix, Arizona 85012

Ms. Betty Pruitt
Arizona Community Action Association
2627 North 3rd Street
Suite 2
Phoenix, Arizona 85004

Mr. Choy Lee
Phelps Dodge Corporation
2600 North Cemral Avenue
Phoenix, Arizona 85004-3014

Bradley Carroll, Esq.
Tucson Electric Power Company
pa. Box  711
Tucson, Arizona 85702

Mr. Creden Huber
Sulfur Springs Valley Electric Cooperative, Inc.

P.O. Box 820
Willcox, Arizona 85644
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Mr. Mike McEl1ath
Cyprus Climax Metals Co.
P.O. Box 22015
Tempe, Arizona 85285-2015

Mr. Wallace Kolberg
Southwest Gas Corporation
P.O. Box 98510
Las Vegas, Nevada 89193-8510

Mr. A.B. Baardson
Nordic Power
4281 North Summerset
Tucson, Arizona 85715

Mr. Michael Rowley
c/o Calcine Power Services
50 West San Fernando
Suite 550
San Jose, California 95113

2 4
Mr. Dan Neidlinger
3020 North lath Drive

26 Phoenix, Arizona 85015
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Jessica Youle, Esq.
PAB 300
Salt River Project
P.O. Box 52025
Phoenix, Arizona 85072-2025
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Patricia Cooper, Esq.
Arizona Electric Power Cooperative, Inc.
P.O. Box 670
Benson, Arizona 85602

Mr. Nelson Peck
Graham County E1ecl;ricCooperative, Inc.
P.O. Drawer B
9 West Center
Pima, Arizona 85543

Mr. Marv Athene
Trico Electric Cooperative, Inc.
P.O. Box 35970
Tucson, Arizona 85740

Mr. Joe Eichelberger
Magma Copper  Company
P.O. Box 37
Superior, Arizona 85273
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Mr. Wayne Retzlaif
Navopache Electric Cooperative, Mc,
P.O. Box 308
Lakeside, Arizona 85929

Craig Marks, Esq.
Citizens Utilities Company
2901 North Central Avenue
Suite 1660
Phoenix, Arizona 85012
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14

Mr. Steve Kean
ENRON
P.O. Box 1188
Houston, Texas 77251-1188

Mr. Jack Shilling
Duncan Valley Electric Cooperative, Inc.
P.O. Box 440
222 North Highway 75
Duncan, Arizona 85534

Ms. Nancy Russell
Arizona Association oflndustries
2025 North 3rd Streeft
Suite 175
Phoenix, Arizona 85004

Mr. Barry Huddleston
Destec Energy
P.O. Box 4411
Houston, Texas 77210-4411
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Mr. Steve Montgomery
Johnson Controls
2.032 West 4th Street
Tempe, Arizona 85281

Mr. Terry Ross
Center for Energy and Economic Development
7853 East Arapahos Court
Suite 2600
Englewood, Colorado 80112

Mr. Ken Saline
KR. Saline & Associates
160 North Pasadena
Suite 101
Mesa, Arizona 85201_6764

Louis A Stahl, Esq.
Stretch Lang
2 North Central Avenue
Phoenix, Arizona 85004
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Mr. Douglas Mitchell
San Diego GaLs and Electric Co.
PD. Box 183 l
San Diego, California 92112

Ms. Sheryl Johnson
Texas-New Mexico Power Co.
4100 Intecrnationd Plaza
Fort Worth, Texas 76109
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Ms. Ellen Corkhill
AARP
5606 North 17th Street
Phoemg Arizona 85016

Ms. Phyllis Rowe
Arizona Consumers Council
6841 North 15th Place
Phoenix, Arizona 85014

Mr. Andrew Gregorio

BHP Copper
P.O. Box M
San Manuel, Arizona 85631-0460

Mr. Larry McGraw
USDA-RUS
6266 Weeping Willow
Rio Rancho, New Mexico 87124

Mr. Jim Driscoll
Arizona Citizens Action
2430 South Mill, Suite 237
Tempe, Arizona 85282

Mr. William B8k¢I`
Electrical District No. 6
P.O. Box 16450
phoenix, Arizona 85011

John Jay List, Esq.
General Counsel
National Rural Utilities Cooperative
Fl118I1C€ Corp.
2201 Cooperative Way
Herndon, Virginia 2 l071

Wallace Tillman, Esq.
Chief Counsel
National Rural Eiectiic Cooperative Association
4301 Wilson Boulevard
Arlington, Virginia 22203-1860

Mr. Robert Julian
PPG
1500 Merrell Lane
Belgrade, Montana 59714

C. Webb Crockett, Esq.
Fermemore Craig
3003 North Central Avenue
Sul'te 2600
Phoenix, Alizona 85012-2913
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Robert S. Lynch, Esq.
340 East Palm lane
Suite 140
Phoenix, Arizona 85004-4529

Mr. Douglas A Oglesby
Vantus Energy Corporation
353 Sacramento Street
Suite 1900
San Francisco, California 94111

Mr. Michael Block
Goldwater institute
Bank One Center
201 North Central Avenue
Concourse Level
Phoenix, Arizona 85004

Mr. Stan Bases
Copper State Consulting Group
100 West Washington Street
Suite 1415
Phoenix, Arizona 85003
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Mr. Carl Robert Aron
Executive Vice President and COO
Iron, Inc.
2818 North Sullivan Road
Spokane, Washington 99216

Douglas C. Nelson, Esq.
Law Oiiices ofDouglas C. Nelson
7000 North 16th Street
Suite 120-307
Phoenix, Arizona 85020-5547
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Lawrence V. Robertson, Jr., Esq.
Munger Chadwick PLC
333 North Wilmot
Suite 3000
Tucson, Arizona 85711-2634

Mr. Tom Broderick
6900 East Camelback Road
Suite 700
Scottsdale, Arizona 85251
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Mr. Albert Sterman
Arizona Consumers Council
2849 East 8th Street
Tucson, Arizona 85716

Suzanne Dallimore, Esq.
Antitrust Unit Chief
Department fLaw Building
Attorney General's Office
1275 West Washington Street
Phoenix, Arizona 85007
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11

12

13

Lex Smith, Esq.
Michael Patten, Esq.
Brown & Bain, P.C.
2901 North Central Avenue
Phoenix, Arizona 85001-0400

Mr. Vinnie Hunt
City of Tucson
Department of Operations
4004 South Park Avenue
Building No. 2
Tucson, Arizona 85714

14

15

William Sullivan, Esq.
Maltimez & Curtis P.C.
2712 North 7th Street
Phoenix, Arizona85006-1003

16

Steven Wheeler, Esq .
Thomas H. Mum aw, Esq .
Snell & Wlmer
One Arizona Center
400 East Van Buren
Phoenix, Arizona 85004-000 l17

18 Mr. Jeff Winer
KR. Saline & Associates
160 North Pasadena
Mesa, Arizona 85201

19

20

Ms. Elizabeth s. Firldns
International Brotherhood of
Electrical Workers L.U. #1116
750 South Tucson Boulevard
Tucson, Arizona 85716-5698

21

22

Mr. Carl Dabelstein
2211 East Edna Avenue
Phoenix, Arizona 85022

23

Larry K. Udall, Esq.
c/o Martinez& Curtis P.C. Arizona
Municipal PowerUsers Association
2712 North 7th Street
Phoenix, Arizona 85006-1090

24
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26

Mr. William J. Murphy
Cily ofPhoem&x
200 West Wa:sJni1l1gton Stream
Suite 1400
Phoenix, Arizona85003-161127

Jesse Sears, Esq.
08m of the City Attorney
city of Phoenix
200 West Washington Street
Suite 1300
Phoenix, Arizona 85003-1611
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4

2
Lussell E. Jones, Esq.

3 ) 'Connor Cavanagh Molloy Jones
3 North Stone, Suite 2100
r o .  Box  2268

5 Tucson, Arizona 85702-2268

Mr. Myron L. Scott
1628 East Southern Avenue
No. 9-328
Tempe, Arizona 85282-2179

Barbara R. Goldberg, Esq.
Office of the City Attorney
3939 Civic Center Boulevard
Scottsdale, Arizona 85251
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6 Xndrew Bettwy, Esq.
)Abra Joule Willey, Esq.

'7 southwest Gas Corporation
=241 Spring Mountain Road
as Vegas, Nevada 89102

9 Vii, Terry Ross
1 Q -"EED

i>.o. Box 288
11 Franktown, Colorado 80116

l a

Mr. Peter Glaser
Doherty Rumble & Butler P.A.
1401 New York Avenue N.W.
Suite 1100
Washington, D.C. 20005

12
Ms. Phyllis Rose
Arizona Consumers Council

14 P.O. Box 1288
Phoenix, Arizona 85001

l a

Brad A Bowman, Esq.
Paci5Corp
201 South Main
Suite 2000
Salt Lake city, Utah 84140

Ms. MarciaWeeks
18970North 116th lane
Suprise, Arizona 85374

16 Timothy M. Hogan, Esq.
1 v Arizona Center for Law in the Public Interest

202 East McDowell Road
18 Suite 153

Phoenix, Arizona 85004
l a

Mr. John T_Travers
20 Mr, W il l iam H. Nan

272 Market Square
Suite 2724

22 Lake Forest, Illinois 60045

21

Timothy Michael Toy, Esq.
Winthrop Stimson Putnam & Roberts
One Battery ParkPlaza
New York, New York 10004-1498

23 Clara Peterson
AARP

24 HC 31, Box 977
2,5 Happy Jack, AZ 86024

Raymond S. Hefyman, Esq.
Darlene M. Wauro
ROSHKA HEYMAN & DEWULF, PLC
Two Arizona Center
400 North Fifth Street, Suite 1000
Phoenix, Arizona 850042 ,
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Jay I. Mayes, Esq.
MOYES & STOREY
3003 North Central, Suite 1250
Phoenix, Arizona 85012

5

Mr. Ray Wllliamson
A<-thug Director,
Utilities Diviadon
Arizona Corpofaltion Commission
1200 West Washington

Phoenix, Arizona 85007
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Paul Bullis, Esq.
Chief Legal Counsel
Legal Division
Arizona Corporation Commission
1200 Went Washington
Phoenix, Arizona 85007
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DIRECT TESTIMONY OF CLIFFORD A. CATHERS
ARIZONA CORPORATION COMMISSION

DOCKET NO. E-00000A-99-0205

1

2

3

4 Q. Please state your name, position and business address.

5 A. My name is Clifford A. Cathers. I am a Resource Planning Engineer with the Arizona

6 Electric Power Cooperative, Inc. (AEPCO). My business address is 1000 South Highway 80,

7 Benson, Arizona 85602.

8 Q. P l e a s e  d e s c r i b e  y o u r  r e l e v a n t  w o r k  e x p e r i e n c e .

9 A. I have held my current position with AEPCO since November of 1992. Before that I

10 was a Resource and Transmission Planning Engineer for the Dayton Power & Light Company

l l from 1985 to 1992.

12 Q. For c l a r i t y purposes, could you p l e a s e  De / in e  s ome  o f  t h e  t e rm s  y o u ' l l  b e  u s i n g  i n  t h i s

13 t e s t imony  and  wha t  t h e y  r e f e r  t o  ?

14 A. Yes. I will use the terms "Solar Portfolio Standard" to refer to the previous version(s) of

15 the Standard. I will use the terms "New Portfolio Standard" to describe the proposed new rule

16 and the related questions posed by the Utilities Division Staff. I will use the term "green" to

17 describe the entire family of environment-friendly renewable resources that might qualify under

18 the proposed New Portfolio Standard.

19 Q. Are  y o u  f am i l i a r  g e n e r a l l y  w i t h  t h e  ma t t e r s  t h a t  a r e  t h e  f o c u s  o a t h  i s  d o ck e t ?

20 A. Yes. I part icipated in the Commission Staff" s Solar Portfolio Standard Subcommittee

21 which met several t imes during 1997. performed analyses on behalf of AEPCO to provide

22 commentary and supporting documentation for the report that was issued by the Subcommittee.

23 Q. What is AEPCO's general position r e g a r d i n g  t h e  p r o p o s e d  N e w  P o r t f o l i o  S t a n d a r d ?

24 A. AEPCO recognizes the social,  economic and environmental benefits that renewable

25 technologies and a robust solar industry and/or renewables market could provide to the State of

26 Arizona. AEPCO, however, does not need any new generat ion in the near term. Any new

27 resources required by the New Portfolio Standard to be added to AEPCO's system violate least-

28 cost principles, drive up system costs and increase rates. Also, since most investments in green

I



Direct Testimony of Clifford A. Cithers
Docket No. E-00000A-99-0-05

1 resources would likely be financed and amortized - assuming they could be financed - over a

2 period which extends past the 2012 time period encompassed by the New Portfolio Standard,

3 these resources represent additional potential stranded investment.

4 Particularly due to the Cooperative structure and AEPCO's relationship with its

5 Member-owners, it is probable that AEPCO would be unable economically to support

6 development of a renewable industry in the State and at the same time be competitive.

7 Therefore, instead of mandating a New Portfolio Standard as part of the Retail Electric

8 Competition Rule, AEPCO believes the market should dictate the amount of green product

9 desired.

10 In light of this, it would be appropriate for the Commission to exclude Electric

l l Cooperatives from the provisions of the New Portfolio Standard given the financial structure of

12 AEPCO and the nature of the relationship between AEPCO and its Member-owners.

13 If the Commission ultimately determines that offering green power is good public

14 policy, then AEPCO recommends that the Commission encourage utilities or Energy Service

15 Providers (ESPs) to offer green programs, instead of mandating rigid targets with potentially

16 adverse financial implications, allowing the market for renewable products in rural and urban

17 areas to develop naturally.

18 Q. Please describe the relationship between AEPCO and its Member-owners and how the

19 proposedNew PortfolioStandard might affect this relationship.

20 A. AEPCO is a Generation and Transmission Cooperative - a not for profit entity which has

21 no shareholders. AEPCO's Member Cooperative systems (Anza Electric Cooperative, Duncan

22 Valley Electric Cooperative, Graham County Electric Cooperative, Mohave Electric

23 Cooperative, Sulphur Springs Valley Electric Cooperative and Trico Electric Cooperative) are

24 AEPCO's owners.

25 Without shareholders and being not for profit, AEPCO and its Member-owners have no

26 venture capital to invest in solar enterprises. We are debt financed. Because these proposed

27 resources are neither needed nor least cost, it is exceedingly unlikely we could even obtain the

28 loan funds to finance them. Moreover, a significant portion of the rural customer owners

2



Direct Testimony of Clifford A. Cithers
Docket No. E-00000A-99-0205

1 AEPCO's Members serve are low income. It is doubtful that AEPCO's capital investment in a

2 statewide, national or international renewables industry would create any new jobs or economic

3 benefit in the service areas our Members serve. The more likely consequence would simply be

4 higher power costs as a result of unnecessary generation. Against this backdrop, I will now

5 respond to the questions posed in the June 16'*' Procedural Order.

6 Q. Should there be an Environmental Standard in Arizona and why?

7 A.

8

9

10

l l

12

13

14

15

16

17

18

19

20

21 A.

22

23

24

25

26

27

28

No. As previously stated, to require resources that AEPCO's Members do not currently

need violates least-cost principles, drives up system costs, constitutes more potential stranded

investment and increases rates. Again, AEPCO believes it would be more appropriate for the

Commission to encourage utilit ies and ESPs to offer green programs, instead of mandating

rigid targets with potentially adverse financial implications.

Q. If so, what should be the objectives of an Environmental Standard and who should

bear the easts of the standard and how should these costs be collected?

A. If an Environmental Standard is imposed we strongly recommend it be imposed only on

transactions in the competitive market. Unless the resources can be cost justified as least cost,

Standard Offer customers should not  have to bear these costs.  The primary object ive of a

voluntary Environmental Standard would be to make available green options to those customers

who want them and who would be willing to bear the additional costs.

Q. Will the proposed new Portfolio Standard meet the desired objectives or would you

propose an alternative mechanism?

No. The New Portfolio Standard will not meet the objective of consumer choice and

cost  recovery from those who voluntarily elect  such opt ions. Because of the differences

between Cooperatives and other utilities and ESPs that I have already discussed, Cooperatives

should be exempted from the New Portfolio Standard. Instead, Cooperatives could develop

programs which offered a choice of green resources to  their customers to  the extent  that

demand for such power exists or materializes.

3



Direct Testimony of Clifford A. Cithers
Docket No. E-00000A-99-0205

Q-1

2

3

4

5

6

7

8

9

10

11

12

13

14
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16

17

18

19

20

21

22

23

24

25

26

27

28

Are you supportive of the proposed Portfolio Standard and, 7 not, describe any

modyieations that you would make to the proposed Portfolio Standard (including the

responses to 6 below) or describe your Company's proposed alternative mechanism.

A. Please see the responses to the previous questions.

Q. If you are proposing an alternative to the proposed Standard, include a detailed

description of: (I) technologies to be included; (2) timing; (3) any incentives; (4) east

projection of the alternative over the life of the alternative; (5) impact on customer

rates; and (6) all major assumptions for the proposed alternative.

A. Because we oppose a mandated standard, we do not have an alternative mandatory

program. Instead, ESPs should be encouraged to offer green resources to their customers. All

types of technologies could be included. The real benefit is that the customers get to choose

whenand Q they want a renewable product and what they will pay.

Q. Should the Standard be imposed only on sales in the competitive market?

A. As previously stated, AEPCO recommends that a green power alternative be incepted,

not imposed as a matter of regulation. Furthermore, mandating the New Portfolio Standard on

all sales would only exacerbate the problems for AEPCO, its Member-owners and their

customer owners as previously described.

Q. Instead of implementing a Standard as part of the Retail Electric Competition Rules,

should the market (the retail consumers themselves) dictate the amount of "green"

power to include in competitive energy choices? Should the Commission encourage

Energy Serviee Providers to o/fer programs, instead of mandating rigid targets,

allowing the market for such products to develop naturally ?

Yes to both questions, for all of the reasons previously discussed.A.
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Direct Testimony of Clifford A. Cithers
Docket No. E-00000A-99-0_05

1

2

3

4

5

6

7

8

9

10

11
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18

19

20

21

22

23
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26

27

28

Would it be appropriate to include recovery of costs of renewable systems in a systems

benefit charge rather than the general cost/rate structure?

A. Placing to one side AEPCO's suggested alternatives, the recovery of costs of renewable

systems through a systems benefit charge would seem to be a more reasonable methodology for

recovering and mitigating the costs of the New Portfolio Standard because it will meet societal

objectives of encouraging the development of solar power while allowing utilities tO remain

competitive until such time as solar costs decrease. AEPCO, however, would restate and

emphasize that if competitive market forces required green power sources to be developed, no

subsidy through a systems benefit charge would be needed.

Q. Please comment on the following aspects of the proposed New Portfolio Standard:

New Section N allows for "environmentally-friendly renewable electricity

technologies" other than solar. Which technologies should be included in this

subsection? Would those technologies be available in Arizona or work in Arizona?

A. As previously stated, under AEPCO's alternative green programs, we would not

preclude from consideration any renewable technology product that customers might express a

desire for.

Q. In subsections A and B of the proposed Portfolio Standard, a schedule of portfolio

percentages is defined. Is the size of the portfolio percentage and timing of increases a

reasonable strategy to be included in the competition rules? What alternatives would

you propose and why?

A. While the schedule of portfolio percentages in the proposed New Portfolio Standard is

certainly more palatable than in the previous version of the Solar Portfolio Standard, the timing

would still require AEPCO and its Member-owners to install approximately 5.3 MW's of

renewable technologies in the early years of competition. While this lessens the overall

financial burden in respective terms, it doesn't change the impacts previously described and

does not change our recommended course of action.

Q.

5
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Direct Testimony of Clifford A. Cithers
Docket No. E-00000A-99-0205

Q- The proposed Portfolio Standard includes incentives for in-state manufacturing and

in-state installation of solar and other environmentally friendly technologies. Are

those incentives appropriate and substantial enough to have a positive impact on

Arizona's economy and on Arizona eeonomie development? What alternatives would

you propose and why?

If enough venture capital is invested in the State under the auspices of renewable

resources to stimulate an industry, eventually it would have an impact on Arizona's economy.

It is also likely, however, that any of the economic benefits that might result from such

incentives would be concentrated in metropolitan areas with adequate infrastructure to support

the solar manufacturing industry and not in the rural areas AEPCO's Member-owners serve;

Consequently, the rural population would see little benefit from their increases in costs for

electricity anticipated as a result of a mandatory standard.

Q. What long-term benefits will the proposed Portfolio Standard have on the State of

Arizona and its residents? Specific items to be addressed include job creation,

maintenance of energy dollars in the local economy, load diversification and pollution

prevention.

A. As a Generation & Transmission Electric Cooperative with limited staffing, AEPCO

does not have the internal resources to address or evaluate the impacts suggested by this

question.

Q-

A.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

What would the impact be on an average competitive (residential and commercial

customer's monthly bill (assume 1,000 kWh/month usage for residential of the

proposed Portfolio Standard? (Please state assumptions, including technology easts).

A. Because of the differences in climate, geography and economics between the diverse

service territories of AEPCO's six Member Cooperatives, the net cost effect on the end-use

customers they serve would vary considerably.

For AEPCO's assessment of the compliance costs of the proposed New Portfolio

Standard, it was assumed that distributed grid-support solar photovoltaic resources would
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1 present the best "fit" for the rural customers our Member-owners serve. The capital cost of

2 such resources by year was assumed to be the following:

3 2000 - $5,000/kW 2001 - $4,800/kW

4 2003 .. $4,100/kW 2004 $3,900/kW

5 2006 $3,500/kW 2007 .. $3,100/kW

6 2009 - $2,900/kW 2010 - $2,800/kW

7 2012 - $2,600/kW

8 AEPCO utilized the implementation schedule presented in the New Portfolio Standard in

9 concert with the proposed banking scheme and the early installation and in State manufacturing

10 credits to arrive at a least-cost implementation scenario. This scenario resulted in the following

11 schedule of capacity additions (based on an annual capacity factor of 25%):

12 2000 260 kW 2001 2,670 kW 2002 -.- 850 kW

13 2003 - 890 kW 2004 650 kW

14 Under this installation schedule and AEPCO's forecast of sales (which can change rather

15 dramatically from month to month), AEPCO could bank sufficient green kph to cover

16 liabilities from "bank withdrawals" in the 2005 through 2012 period without additional

17 installations.

18 However, the Net Present Value of this plan in 1999 dollars is approximately $31

19 million or an annual real dollar expenditure of approximately $1.7 - $2.9 million. AEPCO's

20 Member Cooperatives would then have to pass along those increased costs to their rural

21 customer- owners .

22 Q. Section I609.B.2 provides for determination of a cost/benefit point in 2001 prior to an

23 increase in the percentage in 2002. Is it appropriate to determine the cost/benefits

24 point during this proceeding (and the corresponding impact on customers) or in 2001?

25 Should the Commission eap the impact that the Portfolio Standard may have on

26 customers?

27 A. Once again, AEPCO's alternative whereby the Commission would encourage ESPs to

28 offer green programs rather than mandating rigid renewable targets would render these moot

2002 - $4,400/kW

2005 - $3,800/kw

2008 - $3,000/kW

2011 - $2,700/kW
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1 points. Given the rapid change the industry will undergo in the next two years, however, we

2 would suggest determination of the cost benefits point in 2001. Given our recommendations,

3 we do not have a position on the "cap" issue.

4 Q. Section 1609.1 of the proposed Portfolio Standard allows for "banking" or sale of

5 excess solar kph. This could create a trading program, similar to the EPA 's sulfur

6 dioxide trading program. Do you have any suggestions about credit trading or

7 banking program ?

8 A. Only to the extent that AEPCO's analysis of the proposed New Portfolio Standard

9 incorporated a banking mechanism as suggested in this and previous versions of the Solar

10 Portfolio Standard. It is an important mechanism for mitigating some of the high costs of the

l l proposed standard. In AEPCO's case, it encouraged earlier installation of resources (banking

12 solar kWh's in early periods deferred the need for future capacity). This analysis assumed that

13 every additional kph generated by a renewable resource could be banked and withdrawn at any

14 later date against a future renewable kph deficiency.

15 Q. Section I609.F provides for penalties yr ESPs fail to meet the proposed Portfolio

16 Standard. Are there any additional provisions needed to require ESPs to issues RFPs

17 or negotiate contracts in a timely fashion rather than merely paying the penalty ?

18 A. No. Once again, we would stress that AEPCO is required by the Rural Utilities Service

19 (RUS) to issue a solicitation for proposals for all new generation facilities prior to any funding.

20 RUS will only fund needed, least cost facilities. Based on current power requirements and cost

21 estimates, the Portfolio Standard wouldnotqualify for funding.

22

23

24

25

26

27

28
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Should the proposed standard or any alternative that you are proposing apply to

Standard Offer Customers in 2001? If yes, should the standard or alternative as

applied to Standard Offer be energy driven (kph) or dollar driven to limit or eap the

impact on Standard Offer Customers? What would the impact be on an average

residential and commercial customer's monthly bill? (Please state assumptions,

including technology costs.) What mechanism should the Commission put in place to

recover the eostsfrom Standard Offer Customers ?

AEPCO's proposed voluntary alternative to offer green resources would apply to all

customers.

Q. Does this conclude your direct testimony?

A. Yes, it does.
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